This talk by Neil H. Borden, Harvard University, was 
given at the annual convention of the Advertising Fed- 
eration of America in Washington, D.C. on May 29, 1961. 


Nearly twenty years ago there was published under 
my name an exhaustive factual analysis of the economic 
ffects of advertising. In carrying out this study at the 
Harvard Business School I had the aid of a corps of able 
assistants and an advisory committee of senior profes- 
sors. In addition to all the published sources of economic 
data, we were fortunate in having access to a large amount 
of case material collected by the Business School during 
he preceding twenty years. In turn, during the four year 
riod prior to issuance of the report, we made a special 
rive among consumers and business organizations for 
rtinent factual material on the many economic issues 
involved. 

| The conclusions reached in that factual study, in my 
opinion, are as valid today as they were in 1942 when 
ithe report was published. We concluded then that adver- 
tising involved certain economic dangers, but on balance 
contributed greatly to the material welfare of our society 
and to the well-being of consumers. Advertising plays the 
same part in this country’s economy today as it played 
then. In fact, developments in our economy since the 30’s 
lead me to believe that its contribution is, if anything, 
more significant today than it was then. At the same time, 
however, we must recognize that the increasing volume of 
advertising which has attended the rapid growth of pro- 
ductivity since the war and the very persuasiveness of 
advertising at the present time serve to bring forth from 
a sizable group of critics the same ideological, sociologi- 
cal, and ethical questions that were boiling up at that 
earlier date. 

Since a detailed presentation of all aspects of the 
study is impossible, let me deal briefly with one or two 
of the more important conclusions, so far as the economic 
effects of advertising in our free economy are concerned. 
Then we will turn, if time permits, to some of the ideo- 
logical, sociological, and ethical questions, for if we are 
to deal constructively with the criticisms of advertising 
now current, we must appraise them in light of the kind 
of political, economic and social system which the 
citizens of this country should seek. 


Advertising — Help or Hindrance 


Probably the most basic question before us from an 
economic standpoint is whether advertising contributes 
to or hinders an attainment of a high gross national 
product and a corresponding high standard of living for 
the populace. We have, of course, attained a gross nation- 
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al product and a level of family income far higher than 
that ever reached by any economy in history. This con- 
dition has come about during a period when advertising 
has been carried on at a level proportionately far beyond 
that of any other country, an expenditure now approach- 
ing twelve billion dollars per annum. These facts suggest 
that advertising has not been attended by the wastes and 
prohibitive costs that have been sometimes ascribed to 
it. Some of our more critical economists have suggested 
that ours is a land of such plenty that we have been able 
to afford the luxury of what they look upon as largely 
economic waste. In my opinion, these critics fail to 
recognize how our economy has managed under a free 
system to raise our national productivity to its present 
high level. 

Many of these critics tend to make their economic 
analyses under the assumptions of a static economy. While 
most of them would admit the necessity of having busi- 
ness undertake the function of informing consumers re- 
garding products, they would keep such information at 
a minimum. To them, a considerable part of the large 
expenditures undertaken for current brand advertising 
represents a competitive waste of resources which they 
contend might well be directed into more productive 
channels. 

Now it is true that in a static economy there would be 
little need of advertising. Only that minimum would be 
necessary which would provide information regarding 
sources of merchandise required to facilitate exchange 
between buyers and sellers who are separated from each 
other. Clearly, in a static economy it would be advisable 
to keep informational costs at a minimum, just as it 
would be wise to keep all costs at a minimum. 


Role in a Dynamic Economy 


In a dynamic economy such as ours, however, adver- 
tising plays a different role. It is an integral part of a 
business system in which entrepreneurs are striving con- 
stantly to find new products and new product differentia- 
tions which consumers can be induced to want. The want 
for such products has been essential to a growing, expand- 
ing investment in productive facilities. This growth in 
investment provides the means whereby our economy has 
risen to ever higher levels. Without opportunity to profit 
relatively quickly from the new products which they 
develop, businessmen would not be inclined either ag- 
gressively to search for them or to risk investment in 
putting them on the market. Advertising and aggressive 
selling provide to business the tools which experience 
has shown to be the means for recouping developmental 
and marketing costs and establishing a profitable demand. 

Let us look a little more closely into the economic 
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processes whereby an economy expands and makes pos- 
sible a high material welfare. We recite basic economics, 
which unfortunately tend to become lost in the “higher” 
criticism that whirls about us. 

It is quite clear that the high standard of living of 
the United States could not have been attained unless 
this country had built a large scale, productive machine 
and had evolved methods of distributing its output to 
consumers. Natural resources have been harnessed; fac- 
tories with intricate machines have come to dominate 
the economy; efficient systems of transportation and 
communication essential to the other developments have 
come into being. In their economic endeavors business- 
men have sought new technology, striving ever to invent 
new products and to apply the laws of science to product- 
ive processes in order to gain a larger output and lower 
costs than ever before. In the past few decades we have 
experienced a burgeoning of technology that promises a 
future abundance such as we have never known before. 
Accompanying advanced technology has been a develop- 
ment of management skills needed for efficient direction 
of large aggregates of men and machines. 

Attainment of a high standard of living, however, 
requires more than the possession of natural resources 
and their development. Why have resources been de- 
veloped by the people of this and other Western countries 
and not by those of others? We must inquire on the one 
hand regarding the forces which account for the expan- 
sion of demand among the population and on the other 
hand regarding the mechanisms of investment and tech- 
nological development which make possible expansion of 
demand. 


The Spreading of Wants 


We do not have time this afternoon to inquire his- 
torically into the social conditions that favor a growth of 
demand. Suffice it to say that we have had in this country 
from the very start a mobile society free from strong 
lines of class distinction. We have lived in a society 
where products first adopted by the well-to-do have 
spread relatively soon to other income classes. The lux- 
uries of the rich of one decade have become the necessi- 
ties for the majority of the populace in succeeding dec- 
ades. The individual has been free not only to aspire 
to consume products previously used only by high in- 
come classes but also by his own efforts to improve his 
economic status. The advertising and aggressive selling 
of our system have played an important part in the 
process of spreading wants for these products among 
the consuming group. Businessmen have used influence 
to motivate consumers to buy. 

Until recent years, economists have tended to center 
their analyses upon production and to take demand for 
granted. But the experience of business shows that the 
individual firm has to work hard to cultivate and hold 
the demand for the products they produce. Moreover, 
the task has tended to become increasingly difficult as 
the level of the economy has risen. An increase in pro- 
duction must be supported by a propensity of the popu- 
lace to consume. A willingness to consume in turn must 
be accompanied by the availability of products and 
services and by consumers with income to purchase the 
goods. Both the existence of products and the income of 
consumers depend upon risk-taking by businessmen who 
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see an opportunity for profit and are willing to ris 
capital and effort to make that profit. They risk th 
savings of themselves and others when they see an op 
portunity to make and sell goods which they think con; 
sumers will want. Their risk activities bring about th 
investment in factories and production facilities that ]] 
have mentioned. These activities not only produce goods 
for consumption but employ the labor, pay the wages 
and the return upon capital upon which consumer incom 
depends. Without the risk activities of businessmen i 
launching and conducting enterprise, a free economy} 
could not expand. 

As I indicated a few minutes ago, the increasingt 
capacity of the economic machine depends in large 
measure on the development and promotion of new andt 
different products. The new product has been a greati 
lure to investment. Businessmen continually seek not 
only new inventions that will be in demand but alsog 
improvements of established products that will win con- 
sumer preference. To gain this end they spend larg 
sums in research and then risk further sums in persona 
selling, advertising and other costs to place these products: 
on the market. | 


The Importance of New Products | 

To bring home the importance of new products to thet 
expansion of our economy we need only point to a few off 
the major industries which have developed in the life 
time of many of us who are here. These industries haves 
become the dominant producers of products that aret 
basic in modern living and supply the income that now 
supports our high standard of living: I mention thet 
telephone, the automobile, the electric motor and all itsé 
adaptations, radio, television, and all the numerous foodss 
and household supplies that not only make life less 
laborious to American housewives, but also contribute 
to an ever growing national income that makes purchase: 
of the onrushing offerings of consumer products possible 

On the basis of our conclusion that advertising and 
aggressive selling through their encouragement of invest- 
ment play a role of considerable consequence in increas- 
ing the production of goods and services, we are led to 
reject the view that advertising and aggressive selling} 
have had no great effect in creating a net additional de-: 
mand for goods and services. Moreover, our hypothesis: 
supports the view that advertising and selling costs have} 
not been merely normal economic costs of a wastefu! 
type. Instead, in some immeasurable degree these costs,, 
particularly when devoted to new products and new 
differentiations, should be looked upon as “growth”! 
costs, costs incurred by businessmen in raising the level 
of economic activity. From the standpoint of the indi- 
vidual enterprise they represent costs that establish af 
business and, like research expenditures incurred in 
developing new products, they contribute to the growth 
of an industry. They are outlays made not to maintain 
an equilibrium between the forces of supply and demand 
of a product but they facilitate investment necessary to 
establish an industry and to reach a new equilibrium! 
between the forces of supply and demand at a highe 
level. a | 

Companies which incur innovation or growth costs 
of various types necessarily include these costs in their) 
price and seek by various means to recover their outlays. 


For example, the costs of product research are generally 
treated as overhead costs which must be recovered over 
a period of time in the price of the products sold, particu- 
larly of the new items produced for the market. It is 
generally necessary to recover these costs over a period 
of time, for to load all research and development costs 
onto a product at the start would result in prices making 
entry to the market difficult. 

On top of product research costs must come aggres- 
sive selling costs which have to be incurred to build 
flemand for the new products. The costs for launching 
new products are often so large as related to sales that 
: prevent a net profit iene the early years of op- 
ration. Here again the eS penditars in early periods is 
‘arge as related to volume sold and the new products are 
bien unprofitable for a considerable period until demand 
s built. Yet such outlays are a necessary part of the 
usiness process if the concerns are to profit from the 
he items which they have perfected and launched on 


' 


he market. 

In short, although our study indicated that there is 
undoubtedly waste in competitive advertising, yet the 
role of advertising and aggressive marketing in the in- 
vestment process leads us to look upon a considerable 
gart of the costs incurred as growth costs, which have 
een easily absorbed in the ever rising gross national 
sroduct that has come from our growing economic 

achine. 


. 
prwoote to Increase Productivity 


At the present time we are engaged in a great struggle 
not merely to maintain but to increase the productivity 
of this country. We must have the economic strength to 
meet Khrushchev’s threat that he and his communistic 
allies will sink us. Accordingly, it is my strong convic- 
tion that so long as we struggle to maintain our society 
as a free economy we should hesitate in any way materi- 
ally to restrain or restrict the freedom of business enter- 
prises to make use of the aggressive marketing methods 
which I feel play so ae a part in bringing about 
che growth of our productive machine. 
| A breakdown of the advertising expenditures of the 
country shows that they are devoted in major degree to 
new and differentiated products. True, advertising is 
employed to protect investments in old industries and, 
so far as is possible, to influence consumers to buy long 
established products. But once a product has become 
standardized or, in terms of the trade, has become a 
“commodity,” the amount of advertising devoted to it 
tends to become small. Price competition on such products 
reduces margins to a point where considerable expendi- 
tures cannot be undertaken profitably. The advertising 
for these products serves primarily an informational role, 
whereas for the new and differentiated product advertis- 
ing is an aggressive voice attempting to influence con- 
sumers to adopt the new and differentiated item. Thus 
1 believe we may look upon a considerable part of 
advertising costs as falling in the segment of growth 
costs. 

Before World War IJ when we were making our 
study, we lived in a dynamic economy in which new 
products played an important part. But the pace at which 
new and improved products are introduced now is far 


beyond anything we knew in pre-war days. A growing 
expanding technology is upon us. This is the era of 
industrial research. The likelihood of survival of a cor- 
poration today depends upon its efforts in research and 
development of new and improved products and processes. 
To live in a world of constant change and development 
requires constant adaptation to change. Accordingly, the 
research and development budget is an essential item in 
the operations of most corporations. In the pre-war days 
a major share of industrial research funds, which were 
then relatively small as contrasted with now, was de- 
voted to improvement of manufacturing processes. Today 
management employs industrial research not merely to 
bring about efficiencies in manufacturing but in ever 
later measure to improve old products aad to find true 
innovations to offer the market. 


Importance of Aggressive Marketing 


This increasing emphasis on new products tends to 
increase the importance of advertising and aggressive 
marketing in an economy such as ours. Were industry 
to be curbed in its opportunity fully to exploit the new 
products which they are bringing to the market, the urge 
to develop the new would undoubtedly be decreased and 
the processes that bring about economic growth would 
be harmed. 

It is interesting and, I think, significant to note that 
the economies of Western Europe and Japan have in the 
post-war period developed patterns of advertising and 
ageressive marketing that very closely resemble that 
which has evolved in this country. In their competitive, 
capitalistic economies the businessmen of these countries 
have found it increasingly desirable to employ aggressive 
marketing methods to stimulate a demand for products 
which they produce. These countries have business sys- 
tems like ours, directed and driven by free individuals 
impelled by a desire for profit. Their economies like our 
own are the antithesis of the communistic system where- 
by the production and distribution of goods are directed 
and controlled by government. 

Now that I have given my conclusions as to what I 
deem the most significant role of advertising in our free 
economy, I lack time to enter into a discussion of find- 
ings regarding questions such as: does advertising tend 
to make demand elastic or inelastic; does it increase or 
decrease marketing costs; what are its effects on pro- 
duction costs; on concentration of supply among cor- 
porations; on price competition and possible interference 
with the normal behavior of a free competitive system; 
on cyclical fluctuation, which is a major problem of a 
free economy; and on the adequacy and quality of buy- 
ing information supplied to consumers. The issues are 
all significant. Some of the effects of advertising tend to 
go counter to the economic philosophy which has gov- 
erned this country’s legislation during recent decades. I 
trust that my fellow speakers and the discussion period 
will bring some of these issues before us. 


Quality and Range of Products 


Before closing, however, I want to discuss briefly the 
effect of advertising on the quality and range of products 
which are made available to the consumer. Some of the 
more vitriolic criticism of advertising relates to the prac- 
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tice of businessmen constantly to differentiate their pro- 
ducts — and then to extol these differences in advertising. 
The critics point to the flood of branded merchandise on 
the market whose differences they say are of little or no 
consequence. Yet these differences are given heavy adver- 
tising play. The result, they say, is an economic waste 
in competitive advertising and a plethora of brands that 
confuse the consumer. 

That advertising has been an important element in 
our aggressive free enterprise system in bringing the 
remarkable range of products now available to consumers 
has been indicated by what I have already said. Adver- 
tising’s contribution to the growth of product range has 
come most significantly in its part in speeding the adop- 
tion of major innovations. But it has had an even 
greater influence on the range of merchandise offerings 
through its encouragement of product differentiation. 
Businessmen constantly seek to find products which might 
prove attractive to consumers and which accordingly 
they might aggressively promote. They prefer competi- 
tion in quality and advertising to competition in price 
on standard products. They resort to constant experi- 
mentation in combining product qualities. In recent 
years the search for the new and differentiated product 
has been intensified. Corporations increasingly have es- 
tablished product planning departments which are ever 
on the prowl for new product ideas. These ideas are 
appraised as to their demand and profit potential and 
those deemed promising are then submitted to the research 
and development department. Not only are new product 
ideas looked for but old products are submitted to con- 
tinuing search for improvement. 

Clearly, the many differentiations submitted to con- 
sumers are easily open to the questioning and even 
ridicule of any individual. But here we raise the question 
of how a free market operates. Who is to stop the indi- 
vidual business organization from risking its money in 
putting a differentiated product on the market. Moreover, 
historical study of product development indicates that 
improvement often comes slowly. What appear to be 
small and inconsequential differences at any one time 
over a span of time turn out to be highly significant 
differences. We may note how the constant competitive 
struggle for quality differentiations of one kind or 
another have brought about products that have with 
passing time given increasingly better satisfactions to 
consumers. This fact is clearly evident in large items 
such as the automobile and the major appliances. But 
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it is equally true for products of smaller unit price suc 
as gasoline, sheeting, instant coffee, cleansers. The in 
stances could mount to an almost countless number 
product categories. 


Ideology, Sociology and Ethics 


I have exhausted my time allotment without getting 
into the areas of ideology, sociology, or ethics. Many o} 
the more difficult criticisms of advertising are in thes¢ 
areas. For instance, some economists criticize the enti 
couragement which this country’s business system lend] 
to the production and promotion of goods which the 
look upon as inconsequential or silly. They see ou 
economic resources directed into production of gadget 
and baubles instead of products and services which the 
deem far more desirable for the good of consumers and 
society; such things as better schools, more parks, bette? 
roads, and so on. Such criticism again raises basi« 
questions as to how a free economy works. Are we tq 
leave to free consumers determination of what they wan| 
and are willing to purchase? Or should we leave to some 
bureaucrat decision as to what is good for the free man 


good schools, beautiful parks and good roads (which | 
believe we all favor and many of us strive for) excep) 
by taxes whose amount depends in major degree on the 
production of those things by industry which consumer: 
will buy? 

Again, we face most important ethical questions is 
the matter of the degree to which influence should be 
allowed in economic affairs and the forms which thi 
influence should be permitted to take. These are indees 
important and difficult questions for you who condue 
advertising, for failure on your part to be sensitive t 
the public will can bring restraints on advertising whic! 
may have important economic implications. 

Still again, we may raise even broader questions as 
to whether our system with advertising stridently urgin; 
products and services on consumers contributes to “ths 
good life” and a good society or does it produce materia)| 
istic attitudes which go counter to the welfare of ow 
society. 

I will have to leave to my fellow speakers these anc 
other questions in the areas of ideology, sociology, an 
ethics and trust to the discussion period for a chance tv 
give my own views. 


